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Abstract
This study develops and empirically tests the interrelationships between service quality, cus-
tomer satisfaction, and customer loyalty in a retail banking context. Increasingly intense com-
petitiveness and fundamental changes in the business environment nowadays are forcing firms 
to implement a customer-focused strategy which raises the importance of customer-related con-
structs such as customer satisfaction, service quality, and customer loyalty in explaining a firm’s 
performance. In particular, they are essential for competitiveness in industries where the ex-
changes are complex and customers are closely involved in the decision-making process, such as 
the banking industry. In this study, first, a research model about the interrelationships between 
service quality, customer satisfaction, and customer loyalty is suggested. Then a survey is con-
ducted with retail banking customers about these constructs, which results in 261 valid respond-
ents. The hypotheses are then proposed and tested using confirmatory factor analysis (CFA) and 
the structural equation modelling technique (SME). The analysis reveals that service quality and 
customer satisfaction are important antecedents of customer loyalty and customer satisfaction 
mediates the effects of service quality on customer loyalty. These findings suggest that there 
are non-linear relationships between three constructs and emphasize the need to treat customer 
loyalty management as a process which includes plenty of factors interacting with each other. 
Key words: service quality, customer satisfaction, customer loyalty, banking, competitive and mediators.  
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1. INTRODUCTION
It might be well accepted nowadays that intensive competitiveness in terms of both quantity 
and quality makes it extremely difficult for a firm to differentiate itself from its competitors. 
Moreover, dynamic business environments and increasing customer power have pushed firms 
toward a customer-focused strategy, especially using new technology to build relationships with 
the customer (Ryding, 2010). As a result, excellent business processes and intangible assets such 
as brands, customer satisfaction, and powerful human resources might become the most es-
sential sources of sustainable competitive advantages (Chien & Tsai, 2012; Teece, 2007; Wang 
& Ahmed, 2007). These fundamental changes, together with the invisible and hard-to-observe 
characteristics of qualitative/non-financial measures, have raised the questions of whether non-
financial measures such as customer satisfaction and job satisfaction have real and significant 
effects on firm performance and how they do it. Among them, customer loyalty has been consid-
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ered as one of the most important competitive edges in today’s business environment, in which 
the purchasing power of the customer is increasing while companies have to encounter limitless 
challenges from their competitors (Pan, Sheng, & Xie, 2012; Sharma, 2007). Therefore, for cost 
reduction and profit improvement reasons and to build sustainable competitiveness, maintaining 
long-term customer loyalty is a mandatory task. In this context, both practitioners and research-
ers have searched for the most important antecedents of customer loyalty. Many studies in the 
relationship marketing literature have demonstrated that customer satisfaction is one of the most 
popular determinants of customer loyalty (Flint, Blocker, & Boutin, 2011; Mittal & Kamakura, 
2001; Tsai, Tsai, & Chang, 2010). Although there is a consensus among researchers that satisfac-
tion can be a basis for achieving loyalty, researchers also agree that the satisfaction-loyalty rela-
tionship should have more ingredients. In this stream of research, previous studies have devel-
oped and applied some theoretical and conceptual frameworks which can extend and elaborate 
the satisfaction-loyalty relationship, such as the Balanced Scorecard (BSC) and the Service-profit 
chain frameworks (Heskett, Jones, Loveman, Sasser Jr., & Schlesinger, 2008; Kaplan & Norton, 
1992; Tayler, 2010). These frameworks view customer loyalty and financial sequences as the 
top and final sequences of a system and proposed completed set of cause-and-effects relation-
ships between different organizational factors such as a learning organization, excellent internal 
service, employee satisfaction, and excellent business processes to achieve them. Among these 
factors, excellent business processes which lead to product/service quality can be seen as the 
direct factors impacting on customer satisfaction and customer loyalty (Brady, Cronin, & Brand, 
2002; Chu, Lee, & Chao, 2012). If these relationships are valid, managers can understand the 
sources of customer satisfaction and customer loyalty more clearly in order to give better service 
to the customer and improve the firm’s financial performance. Therefore, using the context of 
a new banking service, this study develops and empirically tests the interrelationships between 
service quality, customer satisfaction, and customer loyalty. The main objective of this study is 
to confirm and provide new empirical evidence about the interrelationships between service 
quality, customer satisfaction and customer loyalty which are suggested in the above-mentioned 
conceptual frameworks. 
The rest of this study is divided into sections, as follows. First, the next section provides the 
theoretical background and develops the hypotheses for this study. Second, the research meth-
odology is developed and put into use. Third, in order to test the hypotheses, data analysis and 
results are presented. Finally, the findings of this study are concluded and managerial implica-
tions and limitations are discussed 
2. THEORETICAL BACKGROUND AND HYPOTHESES 
2.1  Customer loyalty
Customer loyalty can be defined as the closest step to the repurchasing behaviour of custom-
ers. Customer loyalty has usually been referred to as a consequence of all the experiences that 
a customer has with a service/product provider (Mascarenhas, Kesavan, & Bernacchi, 2006). 
The experiences might include physical interactions, emotional involvements, and value chain 
moments, according to Mascarenhas et al. (2006). In term of loyalty’s consequences, a shift to a 
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loyalty strategy from an only-satisfaction strategy can substantially increase customer retention 
and reduce marketing costs (Stan, Caemmerer, & Cattan-Jallet, 2013). Camarero et al. (2005) 
found from a Spanish case study that customer loyalty has positive impacts on both a firm’s mar-
ket performance and its economic performance. Generally, customer loyalty has been referred 
to as the link between customer attitude, repeat purchasing, and financial performance (Heskett 
et al., 2008). In terms of the antecedents of customer loyalty, a number of constructs have been 
proposed by previous studies. Yee, Yeung, and Cheng (2010) found that employee loyalty, service 
quality, and customer satisfaction have a positive influence on customer loyalty in a high-contact 
service industry. In addition, according to Oliver (1999), loyalty can be developed through differ-
ent phases, which are cognitive sense, affective sense, conative manner, and finally behavioural 
manner. The first three phases are usually referred as attitudinal loyalty which are dependent on 
the experiences that customers have with service providers (overall satisfaction). Completing 
these three stages can lead to the behavioral loyalty as the final stage. This evolvement process 
of customer loyalty is confirmed by a meta-analysis about the antecedents of customer loyalty by 
Pan, Sheng and Xie (2012). In this study, by conducting a meta-analysis, the authors also found 
the empirical evidences supporting that customer satisfaction, trust, commitment and loyalty 
program memberships have positive influences on customer loyalty. In addition, the product-
related attributes such as quality, value, brand reputation and switching cost also determine level 
of loyalty from customers. In this study, the author attempt to evaluate the relationships between 
customer loyalty and two other constructs which are popular in relationship marketing, espe-
cially in service context industry, customer satisfaction and service quality. 
2.2 Service quality and customer satisfaction
Customer satisfaction is becoming one of the most essential objective which any firm seeking 
for long-term relationship with customer considers as the top priority. In retail banking context 
where the contacts with customers are one of the most core business processes, customer satis-
faction is becoming the key for successful (Belas & Gabcova, 2014; Belas, Cipovova & Demjan, 
2014; Chavan & Ahmad, 2013). One of the main element determining customer satisfaction 
is the customer’s perception of service quality. Customer satisfaction is described as the result 
of a comparison of the customers’ expectations and his or her subsequent perceived perform-
ance of service quality (Herington & Weaven, 2009). According to this conceptualization, per-
ceived service quality is one of the antecedents to overall customer satisfaction. Previous studies 
showed the evidence support this relationship between customer satisfaction and service quality 
(Yee, Yeung, & Cheng, 2011). Even though, there are also debates about the causal relationship 
between customer satisfaction and service quality. Specifically, there are three major positions 
about this relationship in the literature (Brady et al., 2002). First, as indicated above, service 
quality is described as an antecedents to customer satisfaction (Naik, Gantasala, & Prabhakar, 
2010; Olorunniwo, Hsu, & Udo, 2006). Second, some researchers suggest that customer satisfac-
tion is the cause of service quality (Bitner, 1990). The third position of the service quality- satis-
faction relationship argues that neither satisfaction nor service quality may be antecedent to the 
other (Dabbolkar, 1995; McAlexander, Kaldenberg, & Koenig, 1994). In general, although there 
is the lack of consensus about the conceptualization of the service quality- satisfaction relation-
ship, service quality is an antecedent to customer satisfaction is considered as dominant position 
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in recent research, especially in service context industry like banking (Akhtar, Hunjra, Akbar, 
Kashif-Ur-Rehman, & Niazi, 2011; Cameran, Moizer, & Pettinicchio, 2010) . In this study, one 
of the objectives is to empirically test this relationship. Therefore, the following hypothesis is 
offered:
H1: In banking industry context, overall service quality is the antecedent of customer satis-
faction.
2.3 Customer satisfaction and customer loyalty
Although customer satisfaction and customer loyalty are distinct constructs, they are highly 
correlated (Gelade & Young, 2005; Silvestro & Cross, 2000). Customer loyalty is referred as the 
final consequences of the overall and cumulative experience which customers have with a firm 
(Brunner, Stöcklin, & Opwis, 2008).  Customer satisfaction can lead to customer loyalty because 
people tend to be rational and risk-adverse so that they might have a tendency to reduce risk and 
stay with the service providers which they already had good experience with. Actually, customer 
satisfaction has been suggested to be an antecedent of loyalty in service context in previous 
studies (Belas & Gabcova, 2016; Coelho & Henseler, 2012; Lam, Shankar, Erramilli, & Murthy, 
2004; Mittal & Kamakura, 2001). There are also many type of relationship between customer 
satisfaction and customer loyalty suggested such as satisfaction is the core of loyalty, satisfaction 
is one of the necessary components of loyalty, satisfaction and loyalty are the components of ulti-
mate loyalty and satisfaction as the starting point of loyalty (Munari, Ielasi & Bjetta, 2013). In ad-
dition, the relationship between customer satisfaction and customer loyalty might be nonlinear. 
Heskett et al. (2008) suggested that customer loyalty should improve dramatically when custom-
er satisfaction overcome a certain level. In sum, the dominant proposition is that satisfaction is 
an essential necessary parts to achieve customer loyalty. In addition, as it presented here in early 
part, service quality is assumed to be an antecedent of customer satisfaction. Therefore, it can be 
interesting to test the relationship between service quality and customer loyalty with customer 
satisfaction as the mediator of this relationship. In this stream of research, most of the studies 
confirm that there is positive relationship between service quality and customer loyalty and cus-
tomer satisfaction is usually the mediator between them (Chodzaza & Gombachika, 2013; Chu 
et al., 2012). In banking sector context, the service quality- loyalty relationship is also supposed 
to be mediates by customer satisfaction by previous studies (Hassan, Malik, Imran, Amna, & 
Abbas, 2013; Lee & Moghavvemi, 2015). In addition, in a meta-analysis about customer loyalty 
antecedents, the results show that the effect of quality on loyalty become stronger over time (Pan 
et al., 2012). As a result of the analysis, the following hypotheses are raised for testing:
H2: In banking industry context, customer satisfaction is the antecedent of customer loy-
alty.
H3:  In service banking context, overall service quality is the antecedent of customer loy-
alty.  
H4:  In service banking context, customer satisfaction fully/partly mediates the relationship 
between service quality and customer loyalty.
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3. RESEARCH METHODOLOGY
3.1 Data collection and sample
A questionnaire is developed by the author for collection data from retail banking customers in 
Vietnam. Retail banking customers have to use at least one service from one bank in Vietnam. 
The sample of retail banking customers was collected on the basis of convenience sampling. 
Emails with a survey instrument were sent by author to a total 850 customers of 11 retail banks 
in Vietnam. There were 273 customers participated in the research. Among responds returned, 
there were 12 responses were eliminated because of uncompleted answers. Finally, there are us-
able 261 responses were collected and used, which make 30% successful response rate. 
The main demographic features of the respondents are described as followed. There are 102 
respondents are males (39%) and 159 are female (61%). Respondents whose age is from 20 to 
30 and 30 to 45 constitute 46.2% and 51.4% of the sample population. The average income 
per month of respondents varied widely from $ 200 to more than $ 1500. Almost half of the 
respondents have the average income per month around $ 400 to $800 (46%), only small portion 
of respondents have average income per month from $ 800 to more than $ 1500 (16%). Most of 
the respondents have college or university degree (80%) or have postgraduate degrees (14.5%). 
In addition, regarding the services that respondents use the most from their banks, most of the 
respondents use the debit/credit card and payment services (50%), transferring money services 
(25%), or deposit and saving service (15%). 
3.2  Measures
For this study, the measurement scales and the indicators are adopted from previous studies. 
These measurements scales are validated in prior researches, especially in the context of finan-
cial service (Brady et al., 2002; Colgate & Lang, 2001; Cronin Jr., Brady, & Hult, 2000; Jones, 
Mothersbaugh, & Beatty, 2000). Modifications and translations are made to transform the meas-
urement scale to be readable for average retail banking customer in Vietnam and reflect the 
context of the retail banking industry in Vietnam. In general, the respondents are asked to give 
their agreement or disagreement with the statement. Respondents give their opinion for each 
statement through 7-point Likert scale with 1 to indicate “strongly disagree” and 7 to indicate 
“strongly agree”. 
In order to investigate the mediating role of customer satisfaction in the service quality- loyalty 
relationship, the service quality is approached as an overall construct. Therefore, four items for 
measuring overall service quality construct adopted from Brady et al. (2002) are used. Three 
items which are adopted from Cronin et al. (2000) are used to measure the overall customer 
satisfaction. There items are used to measure the customer loyalty including 1 item about the 
word-of-mouth intention and 2 items about repurchase intention. These three items are also 
adopted from Cronin et al. (2000). 
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4. DATA ANALYSIS AND RESULT
The proposed mediating relationship between overall service quality, customer satisfaction, and 
customer loyalty are tested by structure equation modelling using Amos 22.0. The confirmatory 
factor analysis (CFA), reliability and validity analysis are performed to assess the adequacy of the 
measurement model. Then, the structural model is tested to assess the relationships within pro-
posed research model in Figure 1, especially for the mediating effects of customer satisfaction. 
Fig. 1 - Research model (Source: Own research)
4.1 Testing of the measurement model
CFA is executed to see how the research model in the Figure 1 fit with the data collected from 
the samples (Anderson & Gerbing, 1988). Previous studies suggest to use more than one good-
ness-of-fit index to evaluate the model fit of the proposed model. Therefore, in this study set 
of goodness-of-fit indices are used. Specifically, the Chi-square is significant at 0.05 level χ2 = 
48.345 ( p = 0.03) and the relative Chi-square (χ2/df = 1.511) (smaller than 2) show the acceptable 
fit with large data analysis. Other indices show the good fit for the research model. The normed 
fit index (NFI) = 0.98, the comparative fit index (CFI) = 0.993, the Tucker-Lewis coefficient 
index (TLI) = 0.99 (NFI, CFI, TLI all > 0.95); the root mean square residual (RMR) = 0.033 
and root mean square error of approximation (RMSEA) = 0.044 (both < 0.08). In sum, the data 
collected from the sample of retail banking customers are fit well with the proposed research 
model. 
4.2 Construct reliability and validity
Construct reliability refers to the degree to which a set of indicators consistently and stability re-
flect a given constructs. Cronbach’s alpha is the most commonly used for assessing the reliability 
of a construct. The Cronbach’s alpha of each construct in the research model is presented in Ta-
ble 1. As indicated in Table 1, all the Cronbach’s alpha for all constructs exceeds 0.80, satisfying 
the general recommended level of 0.70 for the research indicators (Cronbach, 1951). 
Convergence validity refers to how well different indicators for measuring constructs converge, 
indicating that a single dimension of meaning is being measured. Convergent validity can be 
assessed by examining the factor loading and the average variance extracted (AVE) of the con-
structs (Fornell & Larcker, 1981). All the indicators had significant loading onto the constructs 
Customer 
satisfaction
Overall service  
quality
Customer  
loyalty
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which they expected to measure ( p < 0.01). Moreover, as presented in Table 1, the AVE for each 
construct is greater than 0.50, which indicate the convergence validity of the constructs. 
Discriminant validity refers to the fact that indicators for different constructs should not be so 
highly correlated across constructs which can be lead to the constructs overlap.  Discriminant 
can be examined by comparing the construct’s square root of AVE with its square correlation 
with other constructs (Fornell & Larcker, 1981). As presented in Table 2, the square root AVE 
value of each construct are greater than its square correlation with other constructs, which sup-
port the discriminant validity of the constructs.
Tab.1 - Convergent Validity. Source: Own research
Constructs Indicator
Standardize 
estimates
P value
Cronbach’s 
alpha
AVE
Service 
Quality
SQ1 0.872 *
0.890 0.672
SQ2 0.835 *
SQ3 0.764 *
SQ4 0.832 *
Customer 
satisfaction
CS1 0.862 *
0.923 0.803CS2 0.906 *
CS3 0.880 *
Customer 
loyalty
CL1 0.916 *
0.930 0.817CL2 0.888 *
CL3 0.909 *
Tab. 2 - Discriminant Validity. Source: Own research
Service quality Customer satisfaction Customer loyalty
Service quality 0.820
Customer satisfaction 0.802 0.896
Customer loyalty 0.813 0.885 0.904
4.3 Testing the hypothesis 
Path analysis of structural equation modeling is used to test the hypotheses about the relation-
ship between service quality, customer satisfaction, and customer loyalty. The research model 
as shown Figure 1 is used to test the customer satisfaction mediating role in the service qual-
ity- loyalty relationships. Model fit indices for base model show a good fit (χ2 = 54.6, p-value 
= 0.14, χ2/df = 1.606; NFI = 0.977; CFI = 0.991; RMR = 0.05; RMSEA = 0.048). The result of 
path analyses for the research model are shown in Table 3. As presented in Table 3, hypotheses 
H1, H2 and H3 are supported in the base model when all the paths, service quality to customer 
satisfaction, customer satisfaction to customer loyalty, service quality to customer loyalty, are 
statistically significant (all p-values < 0.001). 
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For investigating the statistical significant mediation effect of customer satisfaction, the boot-
strapping approach is used because it does not impose distributional assumptions (Preacher & 
Hayes, 2004). The bootstrapping analyses are shown in Table 4. The indirect effect of service 
quality to customer loyalty is statistically significant (p-value < 0.001). Hypothesis H4 is sup-
ported.
Tab. 3 - Standardized path coefficients of the structural model. Source: Own research
Relationships Estimation Hypotheses testing
SQ -> CS 0.900 *** Support H1, H4
CS -> CL 0.744 *** Support H2, H4
SQ -> CL 0.400 *** Support H3, H4 
Note. SQ: Service quality; CS: Customer satisfaction; CL: Customer loyalty;. *** = p-value < 0.01; ns = not 
significant.
Tab. 4 - Bootstrapping results for testing mediation effects. Source: Own research
Hypotheses mediations Direct effect Indirect effect Result
SQ -> CS -> CL 0.400 *** 0.528 ***
Partial mediation.  
H4 supported
*** = p-value < 0.01
5. DISCUSSION 
Our findings contribute to the discussion about the complex interrelationship between service 
quality, customer satisfaction, and customer loyalty. This study provides empirical evidence of 
their relations to each other as proposed in the research model. This study adopts the view that 
the relationship between service quality, customer satisfaction, and customer loyalty is complex 
and contributes new empirical evidence of these interrelationships. The major contribution of 
this study is to bring up some of the most popular constructs in the relationship marketing 
literature, namely, service quality, customer satisfaction, and customer loyalty, together in order 
to test their interrelationships in a very different context. Most of the previous research studies 
about their interrelationships have been conducted in Western and developed countries, which 
are generally recognized as having many differences from Eastern and developing countries in 
terms of cultures and customers’ needs, which are the basis for the relationship between cus-
tomers and service providers. Vietnam, as an Asian country and developing economy, has very 
specific characteristics differentiating it from other contexts used in previous studies to examine 
the interrelationship between service quality, customer satisfaction, and customer loyalty. First, 
for historical reasons, the Vietnamese economy has been experiencing a transformation from a 
state-controlled economy to a market-driven economy for just over 20 years. Because of this fact, 
the premises of competitive advantages and relationship marketing in particular are new prac-
tices for both companies and customers in Vietnam. Nevertheless, this study shows that they 
are applicable to the Vietnamese context regarding the interrelationship between service quality, 
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customer satisfaction, and customer loyalty. Second, the Vietnamese retail banking industry in 
particular is very different from its counterparts in Western countries or developed economies 
with regard to how banks compete with each other. Banks in Vietnam are considered one of the 
important areas to invest in sources for investing, besides their traditional role of a safe place 
for saving money. Therefore, Vietnamese banks compete largely by means of the prices of their 
services or interest rates for deposits and loans. Although in recent years Vietnamese banks have 
been heading toward building a sustainable competitive advantage through the quality of their 
product/service and close relationships with their customers, this transformation needs time 
and price is still the top priority of most of the banks for competing. Therefore, the Vietnamese 
economy and retail banking industry are very different from the contexts used in previous stud-
ies about the topic. In general, it can be very useful to learn empirically how the interrelationship 
between service quality, customer satisfaction, and customer loyalty performs in a new setting in 
order to enrich the generalization of the results from previous studies. 
Te findings of this study also support some popular findings from previous research in the 
relationship marketing field. The hypothesis that service quality is the antecedent of customer 
satisfaction is confirmed in this study, which is in line with the results from previous studies 
(Cronin Jr. et al., 2000; Yee et al., 2010). Customer satisfaction is also validated as an antecedent 
of customer loyalty, which is proposed in research in both the marketing and management litera-
ture (Gillani & Awan, 2014; Hall, 2011; Mithas, Krishnan, & Fornell, 2005). Moreover, service 
quality is also significantly and positively related to customer loyalty which makes it one of the 
sources for improving customer loyalty. This finding is consistent with the results of previous 
research (Brady & Robertson, 2001; Caceres & Paparoidamis, 2007). In particular, customer 
satisfaction is confirmed as partially mediating the relationship between service quality and 
customer loyalty, which highlights the role of customer satisfaction as a fundamental foundation 
for achieving customer loyalty. This finding is also consistent with studies which view customer 
satisfaction as the mediators for the relationship between customer loyalty and other constructs 
such as customer knowledge management, relationship quality, and customer customization 
(Caceres & Paparoidamis, 2007; Hu, Kandampully, & Juwaheer, 2009). 
The findings of the current study have some implications for service providers and manag-
ers. First, customer-related measures such as the customer’s perception of service quality and 
customer satisfaction should be the primary objectives for a firm’s business strategy. In other 
words, firms should follow a customer-oriented strategy to cope with the challenges in business 
nowadays since this can improve customer retention and thus help the firm to reduce the cost 
of marketing, improve and stabilize revenues, and adapt in a timely and suitable adequate way 
to changes in customers’ profiles or preferences. In addition, regular monitoring and evaluation 
of the customer-related measures can help managers to deliver the products/services which cus-
tomers value the most and thus also attract new customers. Second, this study emphasizes the 
need for managers to view their organizations as a complete system which consists of a lot of 
components and, more importantly, managers should put their efforts into the task of linking all 
these components together to serve a common objective. Managers can use conceptual frame-
works such as the Balanced Scorecard or Service-Profit Chain as a reference point for starting 
to connect all the activities in the organizations. This study confirms the link between excel-
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lent business processes that result in high service quality in the banking sector with customer 
satisfaction and customer loyalty. This finding suggests that if managers can direct and align all 
the business processes in their bank towards creating a customer perception of higher service 
quality, customers tend to be more satisfied and their loyalty also improves. However, in order to 
improve business processes, managers should also consider aligning other important factors in 
their organizations, such as human resources or employee satisfaction.    
Limitations and future research
As is the case with most research projects, this study also features some limitations that should 
be considered. First, the measurement scales which are used for measuring service quality and 
customer satisfaction are not so optimal for the purpose of this research. Service quality and 
customer satisfaction should be measured with more comprehensive models which are suggested 
in the literature, such as the SERVQUAL or National Customer Satisfaction Index methods. 
Unfortunately, because of the limited resources and the fact that such data is often difficult and 
costly to collect, this study used a direct scale to measure service quality and customer satisfac-
tion. Second, the results presented in this study are based on the analysis of a causal model with 
cross-sectional data. It is not optimal because the time orders of the constructs, which are one 
of the important elements in causal model analysis, are ignored. Therefore, definite evidence of 
a causal effect cannot be inferred. Future research should attempt to collect pooled time series 
and cross-sectional data in order to investigate the objectives of this study. Moreover, customer 
satisfaction is found to mediate the relationship between customer loyalty and service quality just 
partly in the Vietnamese retail banking sector. This raises the question whether there are other 
constructs which can also explain the impacts of service quality on customer loyalty. These can 
be used as research questions for future research in the field.
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